WHAT DETERMINES ISLAMIC STOCK RETURNS IN INDONESIA? by Yani, Rina Novi et al.
Yani, Arfan, & Majid | What Determines Islamic_  1 
 
SHARE | Volume 9 | Number 1 | Jan - Jun 2020 
 
 
 WHAT DETERMINES ISLAMIC STOCK RETURNS IN 
INDONESIA? 
 
Rina Novi Yani1  
Muhammad Arfan2 
M. Shabri Abd. Majid3* 
1Universitas Syiah Kuala, dan  
Sekolah Tinggi Ilmu Administrasi Pelita Nusantara, Nagan Raya, Aceh, Indonesia 
2,3 Universitas Syiah Kuala, Banda Aceh, Indonesia  
*Corresponding email: mshabri@unsyiah.ac.id 
 
ABSTRACT – This study aims to empirically explore and analyze the effects of profitability, liquidity, 
solvency, and firm size on the rate of returns of Islamic stocks in Indonesia. A total of 30 companies 
registered in the Jakarta Islamic Index were selected as samples of the study using purposive sampling 
techniques during the 2013-2017 period and estimated using the panel model of Generalized Least 
Square (GLS). This study found evidence of a positive and significant effect of profitability on the Islamic 
stock returns, while liquidity, solvency, and company size were documented to insignificant in affecting 
the Islamic stock returns. The results of this study imply that to gain a maximum rate of returns, investors 
should pay attention to the profitability gained by the companies listed on the Islamic stock market. 
Keywords: Company size, Investment diversification, Islamic stock returns, Liquidity, Profitability, 
Solvency. 
 
ABSTRAK – Apakah yang Menentukan Tingkat Pengembalian Saham Syariah di Indonesia? 
Penelitian ini bertujuan untuk menguji dan menganalisis pengaruh profitabilitas, likuiditas, solvabilitas, 
dan ukuran perusahaan terhadap tingkat pengembalian saham syariah di Indonesia. Sebanyak 30 
perusahaan yang terdaftar di Jakarta Islamic Index dipilih sebagai sampel dalam penelitian ini dengan 
menggunakan teknik purposive sampling selama periode 2013-2017 dan diestimasi dengan model panel 
Generalized Least Square. Penelitian ini menemukan bukti bahwa profitabilitas berpengaruh positif dan 
signifikan terhadap tingkat pengembalian saham syariah, sedangkan likuiditas, solvabilitas, dan ukuran 
perusahaan tidak berpengaruh signifikan terhadap tingkat pengembalian saham syariah. Hasil penelitian 
ini menunjukkan bahwa untuk memaksimumkan tingkat pengembalian, investor harus memperhatikan 
keuntungan yang diperolehi perusahaan yang terdaftar di pasar saham syariah. 
Kata Kunci: Diversifikasi investasi, Likuiditas, Profitabilitas, Return saham syariah, Solvabilitas, Ukuran 
perusahaan. 
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INTRODUCTION 
Capital markets are avenues for investment activities that are not prohibited in 
Islam. Investments in the capital market are not prohibited as long as they are 
carried out following Islamic principles and do not conflict with the provisions 
outlined by Islam. One form of investment in the capital market is the purchase 
of stocks. 
There are many types of stocks traded and classified according to certain 
criteria, and one of them is Islamic stocks. In Indonesia, the first Islamic stocks 
were launched on July 3, 2000 (Soemitro, 2014). Islamic stocks that were first 
published in the Indonesian capital market are company stocks listed in Jakarta 
Islamic Index (JII) (Huda and Haykal, 2015). The stocks listed under the JII are 
those from companies that do not involve themselves in activities related to 
gambling, speculation, and traditional banking and financing. The JII excludes 
list stocks that produce or distribute food, drink, or morally harmful items that 
stand in contradiction with Islamic values. In investing in stocks, unlike 
conventional investors that expect to gain the highest rate of returns, Muslim 
investors do not only expect to gain maximum returns, but their investments 
are also in harmony with the Islamic principles such as free from interest (riba), 
uncertainty (gharar), gambling (maysir), and other exploitative activities. 
However, in reality, it is not easy to accumulate returns as expected since the 
returns of stock have been volatile from one period to another.  
Table 1 illustrates the changes in returns of selected Islamic stocks listed in the 
JJII over the 2013 to 2017 period.  
Table 1. The Returns of Selected Islamic Stocks Listed in the JII, 2013-2017 
Stock 
Year 
2013 2014 2015 2016 2017 
AKR Corporindo Tbk 0.05 -0.06 0.74 -0.16 0.06 
Indofood CBP Sukses Makmur Tbk 0.13 0.02 -0.23 0.53 -0.04 
Telekomunikasi Indonesia Tbk 0.76 0.33 0.08 0.28 0.12 
Unilever Indonesia Tbk 0.25 0.24 0.15 0.05 0.44 
          Source: JII, 2019 (Data processed). 
As illustrated in Table 1, stock returns of the companies listed in the JII have 
fluctuated over the period 2013-2017. Of these companies, the stock of 
Telekomunikasi Indonesia Tbk was recorded to be the most volatile returns in 
2013 by 76%, but in 2014 and 2015 it continued to decline to 33% and 8%, 
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respectively. Even though it increased to 28% in 2016, but it again decreased 
to 12% in 2017. The lowest returns were recorded by Indofood CBP Sukses 
Makmur Tbk in 2015 by -23%. On the average, the rate of returns of AKR 
Corporindo Tbk, Indofood CBP Sukses Makmur Tbk, Telekomunikasi 
Indonesia Tbk, and Unilever Tbk was 18.7% over 2013-2017.   
Predicting changes and the determinants of stock returns have been a major 
concern not only for investors but also for researchers. Many factors have been 
identified in determining stock returns. These factors include profitability 
(Fitriana et al., 2016; Mariani et al., 2016; Anwaar, 2016; Nandani and 
Sudjarni, 2017; Aroujo and Machado, 2018; and Safitri, Nadirsyah, and 
Darwanis, 2016), liquidity (Mayfi and Rudianto, 2014; Raningsih and Putra, 
2015; Parwati and Sudiartha, 2016;  Anwaar, 2016; and Nandani and Sudjarni, 
2017), solvency (Widayanti and Haryanto, 2013; Erari, 2014; Rufaida and 
Hermanto, 2015; and Bisara and Amanah, 2015), company size (Sugiarto, 
2011;  Yuliantri and Sujana, 2014; Rosiana et al., 2014; and Raningsih and 
Putra, 2015), and many other characteristics of firms (Basri et al., 2019; and 
Kasmon et al., 2016). 
Many previous studies on the determinants of the stock market have found 
mixed findings. For example, the studies by Fitriana et al. (2016), Mariani et 
al. (2016), Anwaar (2016), Nandani and Sudjarni (2017), and Aroujo and 
Machado (2018) found that profitability affected positively stock returns. 
However, this contradicts the results of studies by Nidianti (2013), Rosiana et 
al. (2014), and Gunawan and Hardyani (2016) who found an insignificant effect 
of profitability on stock returns. In their studies, Mayfi and Rudianto (2014), 
Raningsih and Putra (2015), Parwati and Sudiartha (2016), Anwaar (2016), and 
Nandani and Sudjarni (2017) found a significant effect of liquidity on stock 
returns, while Haanurat (2013), Gunawan and Hardyani (2016), Anggrahini 
and Priyadi (2016), and Fitriana et al. (2016) documented insignificant effect 
of liquidity on stock returns. 
Furthermore, Widayanti and Haryanto (2013), Putra and Dana (2016), and 
Fitriana et al. (2016) found a significant influence of solvency on stock returns. 
This empirical evidence contradicts the finding of the insignificant effect of 
solvency on stock returns (Erari, 2014; Rufaida and Hermanto, 2015; Bisara 
and Amanah, 2015; and Hawu and Amanah, 2016). Additionally, some 
previous studies documented positive significant effect of the size of the 
company on stock returns (Sugiarto, 2011; Yuliantri and Sujana, 2014; and 
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Putra and Dana, 2016), while some other studies found insignificant effect of 
company size on stock returns (Rosiana et al., 2014; and Raningsih and Putra, 
2015). 
These mixed empirical evidences, some found positive, negative, and 
insignificant effects of factors affecting stock returns, have motivated the 
present study to re-examine the effects of profitability, liquidity, solvency, and 
company size on the Indonesian Islamic stock returns. Most of the previous 
studies focused their analyses only on the overall Islamic stock market using 
aggregate data, while none of them has explored all 30 Islamic stocks using 
panel multiple regression analysis using the latest data. Additionally, 
considering the vast growth of Islamic stocks worldwide, and particularly in 
Indonesia, previous studies on Islamic stocks in Indonesia focusing on these 
variables has been still relatively scarce. Therefore, it is necessary to fill up 
these existing gaps by re-examining the effect of firms’ characteristics on 
Islamic stocks in Indonesia. Thus, this study specifically aims to empirically 
examine and analyze the effects of profitability, liquidity, solvency, and 
company size on 30 Islamic stocks listed in the Jakarta Islamic Index in 
Indonesia over the period 2013-2017 using the panel Generalized Least Square 
method.  
The findings of this study are expected to shed some light for investors and 
investment managers to properly select portfolio stocks to gain maximum 
benefits for investment diversification. The findings of the study are also 
important for companies offered Islamic stocks to manage their activities in 
producing maximum returns by properly managing their characteristics and, in 
turn, attract more investors. 
The remainder of this study is organized as follows: Section 2 reviews selected 
relevant theories and works of literature on the determinants of stock returns. 
Section 3, in turn, highlights data and research methods, followed by the 
presentation of empirical evidences and their discussions in Section 4. Finally, 
Section 5 provides conclusions and suggestions for further researches. 
LITERATURE REVIEW 
A signaling theory that has gained momentum in the last decade is useful for 
describing the behavior of the two parties when they have access to diverse 
information. Typically, one company would select whether and how to 
communicate (or signal) that information and the investor must choose how to 
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interpret the signal (Connelly et al., 2011). In other words, companies would 
provide signals to the market so that the market is expected to be able to 
distinguish between good and bad information (Suhadak et al., 2018).  
Signaling theory discusses what kind of signals companies (managers) must 
provide to users of financial statements (i.e., investors) (Suhadak et al., 2018). 
This signal theory helps reduce asymmetric information. Accurate information 
is very important for investors using for decision making (Taj, 2016). The 
annual report provided by the manager is a signal for investors to be used as a 
reference in making investment decisions. Therefore, the company, in this case, 
the manager (signal provider) who is more aware of internal information and 
the prospects of the company must produce more quality and accurate financial 
reports to investors (signal recipients) to reduce asymmetric information. Thus, 
referring to the signals provided by companies could be used by the investors 
to predict stock returns. An ability to accurately predict the stock returns would 
provide investors maximum benefits of investment diversifications. 
Stock Returns 
The main purpose of investors allocate their monies into the stock market is to 
gain maximum returns. Return is the profit gained from an investment in a 
certain period. Return is the profit gained by companies, individuals, and 
institutions as the results of their investments (Fahmi, 2011). The distribution 
of returns in investments in Islamic stocks is based on the proportions specified 
in the mutually agreed contract. According to Huda and Nasution (2008), 
returns that can be gained from investing in Islamic stock include: (i) dividends; 
(ii) right to pre-order securities granted by the issuer; and (iii) capital gains 
which are the profits derived from the sale and purchase of Islamic stocks. 
Profitability 
Profitability in a company shows a picture of the company's performance. A 
good company is a company that can maintain its performance (Syamni et al., 
2018). According to Jumingan (2006), profitability is a ratio that measures the 
efficiency of a company's activities and its ability to produce profits. In addition 
to describing the company's ability to generate profits, profitability also shows 
a measure of the effectiveness of a company's management in generating profits 
from sales and investment income (Kasmir, 2008). Thus, the better the 
profitability of the company, the better the company is in generating profits.  
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Liquidity  
Liquidity indicates the ability of a company to pay its short-term debt, which is 
generally less than one year. It is the company's ability to pay off short-term 
obligations (Katchova and Enlow, 2013). Liquidity is also used to analyze and 
interpret short-term finance, for liquidity management, it is very helpful to 
measure the efficiency of working capital used in the company. For liquidity 
investors, it is also very important to know the prospect of expected dividend 
payments they would receive. The high level of liquidity shows the higher 
ability of a company to pay off debt and other short-term bills. 
Solvency 
Solvency is a ratio that illustrates a company's ability to manage and pay off its 
long-term debt. Solvency is also used to measure the extent to which a 
company's assets are financed with debt, meaning how much the company 
bears the burden of debt compared to its assets (Kasmir, 2008). If a company 
has very high debt, the burden of debt is also large so that the company's ability 
to repay its obligations if associated with assets or company capital becomes 
difficult (Gumanti, 2011). Investors as funders would certainly pay attention to 
the level of debt adequacy of a company so that investors believe the funds 
invested can be returned by the company. 
Company Size 
The size of the company is a reflection of the size of a company's activities that 
is related to opportunities and ability to enter the capital market and other types 
of external financing that show the ability to borrow from external sources 
(Yuliantri and Sujana, 2014). Company reputation often increases in line with 
company size and success in acquiring other companies (Baker et al., 2013; 
Mailinda, Ibrahim, and Zainul, 2018). Large companies will attract investors to 
invest as they own a large number of assets so that this is a guarantee of return 
on the funds that have been invested. 
Effect of Profitability on Stock Returns 
In investing their monies into stock markets, all investors expect to gain a high 
return; thus they should take into consideration factors affecting stock returns. 
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Previous studies also documented that that profitability has positively affected 
stock returns (Fitriana et al., 2016; Mariani et al., 2016; Anwaar, 2016; Nandani 
and Sudjarni, 2017; and Aroujo and Machado, 2018). These findings showed 
that the high profitability of a company will attract investors' to invest in the 
company’s stock. Thus, it leads to an increase in stock price and it, in turn, has 
an impact on increasing stock returns. Thus, it can be concluded that the higher 
the profitability of a company, the rate of return received by investors is also 
high. Based on this explanation, thus the study proposed the first hypothesis to 
be tested in the study, as follows:  
H1: Profitability affects Islamic stock returns. 
Effect of Liquidity on Stock Returns 
Companies that are disciplined and able to pay their short-term obligations on 
the schedule are said to be liquid. Liquidity is the company's ability to pay 
short-term debt with available assets. (Budialim, 2013) argues that investors 
can gain a higher rate of return on invested stocks if the company can meet its 
higher short-term obligations. This will provide confidence for investors to buy 
stocks, increase the company's stock price, and consequently its returns. This is 
in line with the previous studies that provide evidence of the significant 
relationship between liquidity and stock returns (Mayfi and Rudianto, 2014; 
Raningsih and Putra, 2015; Parwati and Sudiartha, 2016; Anwaar, 2016; and 
Nandani and Sudjarni, 2017). Thus, it can be concluded that liquidity affects 
the return of Islamic stocks. Based on this explanation, the second hypothesis 
is proposed to be tested in the study, as follows:  
H2: Liquidity affects Islamic stock returns. 
Effect of Solvency on Stock Return 
Solvency illustrates how much the company's assets are financed by debt 
(Kasmir, 2008). Bisara and Amanah (2015) also stated that solvency is the 
company's ability to meet its long-term obligations when the company is 
liquidated. When a company is liquidated or suffers losses, a company with a 
high debt burden will not be able to pay off its debt or dividends. This makes 
investors reluctant to invest their monies in the company so that the stock price 
decreases and it consequently causes reduces stock returns. Referring to this, 
thus the third hypothesis to be tested in the study is proposed, as follows: 
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H3: Solvency affects Islamic stock returns. 
Effect of Company Size on Stock Return 
Company size is a picture of the size of a company's activities. The size of the 
company determines the company by taking risks. Companies with larger sizes 
have lower risks because they have better control over their activities 
(Prasetyorini, 2013). Companies with large sizes also have broad expansion so 
that it is known in the community. For investors, this gives a positive signal 
because investors will more easily obtain valid information about the 
company's performance. Therefore, investors will be more interested in buying 
the stock of large companies. Thus, this causes the company's stock price to 
increase as well as its stock returns. Thus, it can be said that the size of the 
company affects the return of Islamic stocks. On this basis, thus the last 
hypothesis to be examined in the study is proposed, as follows: 
H4: Firm size influences Islamic stock returns.  
RESEARCH METHOD 
Data 
The population of this study is all 30 companies’ stocks that are listed on the 
Jakarta Islamic Index (JII), the Indonesian Stock Exchange. The purposive 
sampling technique is used to select the Islamic stocks based on the certain set 
criteria (Sugiyono, 2010) to be explored and analyzed their stock returns’ 
determinants, including profitability, liquidity, solvency, and company size. 
The sample selection in this study is based on the criteria, i.e., that companies 
are listed on the JII, the Indonesian Stock Exchange and their needed data for 
analyses are available during the 2013-2017 period. Based on these criteria, 85 
observations were identified for further analyses. The secondary data used in 
this study are gathered from the company's financial statements listed in the JII, 
the Indonesian Stock Exchange over the 2013-2017 period.  
Measurement of the Variables 
As stated earlier, this study intends to explore and analyze the effects of four 
independent variables (i.e., profitability, liquidity, solvency, and company size) 
on one dependent variable (i.e., Islamic stock returns) in Indonesia. The 
measurements of the variables are illustrated in Table 2. 
Yani, Arfan, & Majid | What Determines Islamic_  9 
 
SHARE | Volume 9 | Number 1 | Jan - Jun 2020 
 
 
 
 
Table 2. Measurements of Variables 
 
Empirical Model 
To measure and analyze the effects of profitability, liquidity, solvency, and firm 
size on the returns of 30 Islamic stocks listed in JII, the Indonesian stock 
exchange over the period 2013-2017, panel Generalized Least Square analysis 
was adopted and estimated using the E-Views statistical software. The panel 
data regression analysis is adopted because the data utilized in this study is a 
combination of time series data for five years (2013-2017) and a cross-section 
of 30 different companies.  
Before the data is estimated, it is necessary to test the classical assumption, 
comprising the tests of normality, multicollinearity, autocorrelation, and 
heteroscedasticity. After ensuring all variables fulfilled the classical 
assumptions, the hypotheses testing would be conducted following the studies 
by Majid and Maulana (2012) and Amalia et al. (2014), as below: 
 ISRit= a+ b1PRO1it + b2LIQ2it + b3SOL3it + b4FSZ4it + uit              (1) 
Variable Measurement References 
 
Islamic Stock 
returns (ISR)  
 
Rt =
Pt−Pt−1 
Pt−1
          
                   
 where Rt is the stock returns, Pt is the current 
stock price, and Pt-1 is the last year stock price. 
 
(Fakhruddin dan Sopian, 
2001; and Majid and Benazir, 
2015). 
 
Profitability 
(PRO) 
 
ROE =   
Net Profit
Equity
 
 
where ROE is the Return on Equity  
 
(Brigham and Houston, 
2015) 
 
Liquidity  
(LIQ)  
 
CR =   
Current Assets
Current Liability
 
 
where CR is the Current Ratio 
 
(Brigham  and Houston, 
2015) 
 
Solvency 
 (SOL) 
 
DER =   
Total Liability
Total Equity 
 
 
where DER is the Debt to Equity Ratio 
 
(Brigham and Houston, 
2015) 
 
Firm Size 
(FSZ) 
 
Natural logarithm on total asset 
 
(Belz et al., 2018). 
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where ISS is the Islamic stock returns, PRO is the profitability, LIQ is the 
Liquidity, SOL is the solvency, FSZ is the firm size, bi is the estimated 
variables, a is a constant term, and uit is an error term. 
To estimate panel regression, there are two common models often used, 
namely:  the fixed effect model and the random effect model (Ajija et al., 2011). 
To determine which of the two models is more appropriate to use in the study, 
it will be statistically tested by the Hausman test. This test follows the statistical 
distribution of Chi-square with the degree of freedom is equal to the number of 
independent variables. If the Hausman statistic value is greater than the critical 
value of Chi-square statistics, this indicates that the fixed effect model is a more 
appropriate model to be adopted. On the other hand, if the Hausman statistic 
value is smaller than the critical value of Chi-square statistics, then the random 
effect model is a more appropriate model to be used. 
The fixed-effect model uses dummy variables to capture intercept differences 
as the following equation: 
ISRit= a1+ b1PRO1it + b2LIQ2it + b3SOL3it + b4FSZ4it + uit                     (2) 
Meanwhile, the random effect model assumes the coefficient of intercepts differ 
between individuals and between time (random effect). The random effect 
model is estimated as the following equation: 
ISRit= a+ b1PRO1it + b2LIQ2it + b3SOL3it + b4FSZ4it + eit +uit              (3) 
As stated earlier, before estimating the panel regression, the classical 
assumption tests of normality, multicollinearity, autocorrelation, and 
heteroscedasticity are conducted first. The normality test is conducted by 
referring to the asymptotic probability. If its probability value is greater than 
0.5, then the data is said to be normally distributed. A multicollinearity test is 
conducted by using the Variance Inflation Factor (VIF). If the VIF value is 
below 10, then the data is said to be free from multicollinearity problems. As 
for the autocorrelation test, the Durbin Watson (DW) test is used, if the DW 
statistical value is around 2, then the data is said to be free from the 
autocorrelation problem. Finally, the heteroscedasticity test is performed by 
referring to the Bruesch-Pagan (BP) test. If the value of the BP Chi-square is 
greater than its p-value, then the data concluded to be free from the 
heteroscedastic problem. 
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FINDINGS RESULT AND DISCUSSION 
Descriptive Statistics 
In Indonesia, a stock is categorized as Islamic is determined by the National 
Shariah Boards of the Indonesian Ulema Council (Dewan Syariah Nasional 
Majelis Ulama Indonesia – DSN MUI) in every six-month. The Islamic stock 
is evaluated based on their shariah compliance. Jakarta Islamic Index (JII) is 
one of the Islamic stock indexes in the Indonesia Stock Exchange. The JII was 
first launched on July 3, 2000 (Soemitro, 2014). PT. Jakarta Stock Exchange 
together with PT. Dana Reksa Investment Management launched the JII, 
comprising 30 companies. These companies are considered their operational 
activities have been in harmony with the Islamic principles (Huda and Haykal, 
2015; Majid, 2016; and Majid, 2018). The selection of Islamic stock categories 
is determined based on certain criteria. These criteria include the company’s 
core activities that are free from interest (riba), uncertainty (gharar), and 
gambling (maysir) and financial performance that is below the threshold values. 
The presence of Islamic stocks provides an avenue for Muslim investors to 
invest their monies following the principles of Islamic transactions 
(muamalah). 
Table 3 illustrates the descriptive statistics of investigated variables. The 
descriptive statistics describe trends of the variables, covering their minimum, 
maximum, and mean values as well as the dispersion of variables (standard 
deviation).  
As illustrated in Table 3, the minimum value for stock returns was -50%, which 
is recorded by the Adaro Energi Tbk in 2015, while the maximum value was 
46%, which recorded by Kalbe Farma Tbk in 2014. The average value of 
Islamic stock returns was 6.3% and its standard deviation was 21.6%. This 
showed that the returns across the 30 Islamic stocks in JII have differed from 
one stock to another.     
Table 3. Descriptive Statistics of the Variables 
Variable Minimum Maximum Mean Standard 
Deviation 
Islamic Stock 
Returns 
-0.500 0.460 0.063 0.216 
Profitability 0.030 1.360 0.213 0.277 
Liquidity 1.010 4.510 1.930 0.676 
Solvency 0.002 0.096 0.010 0.011 
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Firm Size 15.891 19.504 17.585 0.905 
Furthermore, the minimum value for profitability was 0.030, recorded by Lippo 
Karawaci Tbk in 2017, while the maximum value was 1.360, documented by 
the Unilever Indonesia Tbk in 2016. The average value of probability was 0.213 
and a standard deviation was 0.277. The minimum value for liquidity was 
1.010, recorded by PT. Gas Negara Persero Tbk in 2013, whilst the maximum 
value was 4.510, documented by Kalbe Farma Tbk in 2017. The average value 
of liquidity was 1.930 and its standard deviation was 0.676.  
With regards to the solvency, the minimum value was 0.002, which is recorded 
by Kalbe Farma Tbk in 2017, while the maximum value was 0.096, 
documented by AKR Corporindo Tbk in 2016. The average value of this 
variable was 0.010 and its standard deviation was 0.011. Finally, the minimum 
value for a company size was 15.891, recorded by PT. PP London Sumatra 
Indonesia Tbk in 2013, whilst the maximum value was 19.504, documented by 
PT. Astra International Tbk in 2017. The average value of firm size was 17.585 
and its standard deviation was 0.905. 
Effects of Profitability, Liquidity, Solvency, and Firm Size on the Islamic 
Stock Returns in Indonesia 
Based on the Hausman test, the study found that the fixed effect model was the 
most appropriate model of Generalized Least Square as compared to the 
random effect model to estimate the effects of profitability, liquidity, solvency, 
and firm size on the Islamic stock returns in Indonesia during the 2013-2017 
period. This is illustrated in Table 4, where the p-value of the Hausman test was 
below the probability value of 0.05.  Table 4 also provides the estimated 
coefficients of regression based on the Panel Generalized Least Square 
analysis. It also reports the findings of classical assumption tests. 
Table 4. Effects of Profitability, Liquidity, Solvency, and Firm Size on 
Islamic Stock Returns Based on the Fixed Effect Model 
Variable Coefficient t-Statistics 
Constant 0.550 0.273 
Profitability  0.634* 3.615 
Liquidity 0.106 1.517 
Solvency -1.986 -0.876 
Firm Size -0.058 -0.523 
Hausman test (p-value) = 0.007; F-statistic (p-value) = 0.001; Adj. R2 = 0.335; KS-
test (p-value) = 0.892; VIF = 1.291 - 1.085; DW = 2.117; and BP (p-value) = 0.060. 
14                            Yani, Arfan, & Majid | What Determines Islamic_ 
 
SHARE | Volume 9 | Number 1 | Jan - Jun 2020 
 
 Note: * shows significance at the 1% level, the Hausman test is performed to 
select a proper model between fixed and random effect models, Adj. R2 is the 
Adjusted R-squared, KS is the Kolmogorov-Smirnov test for normality, VIF is 
the variance inflation factor criteria for multicollinearity, DW is the Durbin-
Watson test for autocorrelation, and BP is the Bruesch-Pagan test for 
heteroscedasticity. 
As reported in Table 4, of the four investigated determinants of Islamic stock 
returns, only profitability is documented to have a positive significant effect on 
the returns of Islamic stocks at the 1% level of significance, while liquidity, 
solvency, and firm size has an insignificant effect. Specifically, the study found 
that an increase in profitability by 1% has caused the value of stock returns will 
also increase by 16.34%. Thus, to gain a higher profit, investors in the 
Indonesian Islamic stock market should select firms with higher profitability. 
This empirical evidence support the findings of earlier studies by Gunawan and 
Hardyani (2016), Amalia et al. (2014), Antara et al. (2014), Raningsih and Putra 
(2015), Gunadi and Kesuma (2015), Midesia et al. (2016), and Nandani and 
Sudjarni (2017), which documented that profitability has a positive significant 
effect on stock returns. 
On the other hand, liquidity, solvency, and firm size were found to have 
insignificant influences on Islamic stock returns. This conclusion is made due 
to the insignificance probability values of these estimated independent 
variables. Thus, these findings imply that liquidity, solvency, firm size played 
insignificant roles in determining and predicting the Islamic stock returns. In 
other words, to gain maximum benefits of investment diversifications in the 
Islamic stock market, investors should not rely on these insignificant 
determinants. 
The insignificant effect of liquidity on the Islamic stock returns is in line with 
the empirical evidences documented in the studies by Haanurat (2013), 
Gunawan and Hardyani (2016), Anggrahini and Priyadi (2016), and Fitriana et 
al. (2016). However, our finding contradicts the results of studies by Mayfi and 
Rudianto (2014), Raningsih and Putra (2015), Parwati and Sudiartha (2016), 
Anwaar (2016), and Nandani and Sudjarni (2017) that found a significant effect 
of liquidity on stock returns. 
Furthermore, the study also found an insignificant effect of solvency on Islamic 
stock returns. Firms whose capital is sourced from debts or huge loans are 
certainly riskier than companies with their own capital because the interest 
expense is also large. However, companies listed in the JII are companies that 
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have certain restrictions on the use of external loans. The interest-based debt 
allowed in Islamic stocks is less than 45%, thus with this limit, the company's 
debt would be more controlled and insensitive when there was an increase in 
interest rates. This makes investors have confidence in the JII companies in 
managing their debts so that investors did not pay attention to the solvency of 
the firms when deciding on Islamic stocks. This explains the insignificant effect 
of the firms' solvency on the returns expected by investors into the Islamic 
stocks. 
The finding of an insignificant effect of solvency on the Islamic stock returns 
is in line with previous studies by Erari (2014), Rufaida and Hermanto (2015), 
Bisara and Amanah (2015), and Hawu and Amanah (2016). However, the result 
of our study contradicts the empirical evidences documented by (Widayanti & 
Haryanto, 2013), (Putra & Dana, 2016), and (Fitriana et al., 2016)  that recorded 
a significant effect of firms’ solvency on stock returns.  
Finally, the study also found an insignificant effect of firm size on Islamic stock 
returns. This implies that the size of the company did not necessarily reflect the 
company's good performance. This could be partially due to the total fixed 
assets of the firms were greater than their current assets and other possibilities 
were also related to the company's decision regarding the profits of investors, 
large companies provided smaller dividend payments, thus investors did not 
select the firms with the larger size to buy their Islamic stocks. In other words, 
investing in larger firms' stocks did not provide a guarantee for investors to gain 
higher returns. This finding is in harmony with the empirical evidences of 
previous studies by Rosiana et al. (2014) and  Raningsih and Putra (2015) that 
showed that company size had no significant effect on stock returns. However, 
our finding contradicts the results of previous studies by Sugiarto (2011), 
Yuliantri and Sujana (2014), and Putra and Dana (2016) which documented the 
significant influence of firm size on stock returns. 
As observed from Table 4, the study found that the overall determinants of 
profitability, liquidity, solvency, and firm size significantly affected Islamic 
stock returns, as indicated by the significance of F-statistics at the 1% level. 
This explains that variations in Islamic stock returns were explained by 33.5% 
of changes in variables of profitability, liquidity, solvency, and company size, 
while the rest 66.5% changes in Islamic stock returns were explained by other 
determinants, both firm's characteristics and macroeconomic variables. This 
further implies that in predicting the changes in Islamic stock returns, these 
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variables should be taken into consideration. Additionally, this shows that the 
estimated Generalized Least Square model in our study is free from 
misspecification and a good fit to predict Islamic stock returns using 
profitability, liquidity, solvency, and company size as their independent 
variables.  
Additionally, our estimated Generalized Least Square model also fulfilled the 
classical assumption requirements. As shown in Table 4, the Kolmogorov-
Smirnov (KS) was found to be insignificant with the p-value of 0.892, 
signifying the normality of the variable, the Variance Inflation Factor (VIF) 
with the values of less than 10 (VIF = 1.291 - 1.085), showing the independent 
variables were free from problem of multicollinearity. The Durbin-Watson 
(DW) test for autocorrelation has a value of 2.117, showing the inexistence of 
autocorrelation problem, and the Bruesch-Pagan (BP) test for 
heteroscedasticity with the value of 0.060, signifying the variable were 
homoscedastic. These findings further confirmed that our estimated model was 
fit enough to measure the effects of profitability, liquidity, solvency, and firm 
size on the Islamic stock returns in Indonesia over the 2013-2017 period. 
Our findings further showed that the companies' financial reports provide 
important information for the investors and other stakeholders about the 
performance of the firms, which is in line with the signaling theory, however, 
to utilize that information for selecting the proper stocks to maximize benefits 
of investment diversification, investors should accurately measure and interpret 
them, such as by exploring their financial ratios' interconnections as provided 
by our study using the Generalized Least Square regression model. 
The results of this study are expected to provide additional empirical evidence 
and strengthen previous studies and offer an alternative reference for investors 
in making investment decisions in Islamic stocks, especially Muslim investors. 
The study only focused on companies listed on the JII. Therefore, the results of 
this study cannot be used generalized to other companies that have dissimilar 
characteristics. 
CONCLUSIONS 
This study empirically explored and analyzed the effects of profitability, 
liquidity, solvency, and firm size on the rate of returns of Islamic stocks in 
Indonesia. A total of 30 companies registered in the Jakarta Islamic Index have 
been selected as samples of the study using purposive sampling techniques 
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during the 2013-2017 period and estimated using the panel model of 
Generalized Least Square (GLS). The study found evidence of a positive and 
significant effect of profitability on the Islamic stock returns, while liquidity, 
solvency, and company size were documented to have an insignificant effect in 
affecting the Islamic stock returns. The results of this study imply that to gain 
a maximum rate of returns, investors should pay attention to the profitability 
gained by the companies listed on the Islamic stock market.  
To provide higher returns for their investors, the JII companies should improve 
their performance, especially in generating corporate profits so that investors 
are interested in buying their stocks. With so much interest from investors 
buying JII stocks, the prestige of Islamic stocks has also increased. Companies 
listed in the JII become the attractive destination for investors since they 
provide higher returns, in addition to their shariah-compliant transaction 
activities based on the Islamic tenets. This study also provided evidences of the 
insignificant influence of liquidity, solvency, and company size on the Islamic 
stock returns. Therefore, based on this research, neither companies nor 
investors need to pay attention and consider these variables for their investment 
decisions.  
The study only used variables of profitability, liquidity, solvency, and firm as 
the determinants of Islamic stock returns in Indonesia over the 2013-2017 
period. To provide more comprehensive and robust empirical evidence on the 
determinants of Islamic stock returns, further studies on this topic could add 
more determinants of Islamic stocks in their analyses. These determinants do 
not only comprise firms' characteristics as suggested by the Signaling Theory, 
but they also include macroeconomic determinants as suggested by the 
Arbitraging Pricing Theory. A comparative analysis of determinants of Islamic 
and conventional stock returns would also provide a more insightful on this 
topic. Finally, a comparative analysis of the determinants of Islamic stocks 
across the global Islamic stock markets would also offer a comprehensive 
nature of relationships between Islamic stock returns and their determinants. 
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